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QUESTION 1 


Mark, aged 65, owns four (4) hectares of land on the outskirts Armidale which he uses to grow 
plants for his organic fruit and vegetables business. The fresh produce is harvested and sold 
at the local markets in the surrounding districts. 


A few years ago, Mark had an accident when he fell from his tractor, resulting in it rolling over 
him and leaving him with a fractured hip. Although he had the best treatment available and 
he had recovered well, he walked with a limp and had developed arthritis. He was not able to 
maintain his orchard and plant the number vegetables as he had done before the accident. 
The turnover in his business had suffered, he was only able to produce 25% of the produce 
he had grown in the years before the accident. 


Samantha and Barbara had been frequent customers of Mark and were interested in growing 
organic fruit and vegetables but had no land. They knew that Mark needed help to run his 
farm and approached him with an offer to form a partnership where the Samantha and Barbara 
would purchase vegetable seeds, fertilisers and farm machinery and they will work on Mark’s 
land and maintain the orchard. They would plant a variety of vegetables according to the 
season and sell them in the local markets as Mark had previously done. Mark was to get half 
of the gross profits in return for the use of the land. Mark agreed to the proposal and suggested 
that they do not buy any new equipment but instead they use his farm machinery which was 
lying idle. Mark also said they he would advise them about suitable crops and fertilisers from 
time to time. The parties agreed that each will contribute an amount $1,000 annually for the 
upkeep of the land. 


After two years of hard work, the fruit and vegetable business began to prosper, and the 
partnership was making a good profit. Samantha suggested to Mark and Barbara, that they 
should purchase a new watering system. Mark and Barbara were not keen but had not stated 
their disagreement to Samantha. Samantha assumed that they did agree and purchased the 
watering system for $8,000. When the invoice was sent to them, Mark and Barbara refused 
to pay, stating they had not consented to the purchase. 


Although the business continued to make good profits, the relationship between the parties 
deteriorated. Samantha continues to suggest that there is a partnership amongst them where 
profits are shared, and therefore the costs of the watering system should also be shared. 
Samantha had taken a loan to settle the costs of the watering system and has now paid $2,000 
of interest on the loan. The parties have also stopped making the annual contribution of 
$1,000 for the upkeep of the land. Samantha wants the partnership to end, she is anxious 
that she will not recover the $8,000 for the watering system as well as the interest of $2,000 
on the loan. Mark’s land is worth $250,000, his equipment is worth $20,000 and the watering 
system is now worth $4,000 after depreciation. 


Advise Samantha, Barbara and Mark of the legal issues that arise in this scenario. 


30 Marks 
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QUESTION 2 


Directors are not prevented from engaging for their own benefit in the same kind of business 
as carried on by the company where no confidential company information is being misused. 

However, directors may be answerable to the company if they divert business opportunities 

away from the company and into their own business. 


Critically discuss the statement, specifically mentioning the instances where the 
director is permitted to profit from a corporate opportunity. 


30 Marks 


QUESTION 3 


Ellie, Margaret and Maple are the only shareholders and directors of Food For Skin Pty Ltd 
(FFS) in Tamworth NSW. FFS specialises in making and distributing soaps and lotions which 
are made of essential oils and goats milk, a mix of natural and organic ingredients to hotels. 
FFS relies on a few large customers such as Paradise Home Hotel, Plain Simple Luxury 
Holiday Resort and Feel Home Holiday Hotel, for their business. 


In 2017, FFS’s cash flows have been pressured by several factors, including late payment of 
their invoices by its large customers and a price increase in the goat’s milk and essential oils. 
This affected FFS’s ability to pay its own bills and is four (4) months behind in paying its factory 
rent. The landlord of the premises has sent several letters of demand and has threatened legal 
action if the rent is not paid within 2 months. 


The cash flow problem escalated when the employees of FFS commenced industrial action 
for better pay and conditions. The two (2) day strike resulted in the disruption of the deliveries 
to the hotels, with several customers cancelling their contracts with FFS The company’s bank, 
Emdale West, has threatened to appoint a receiver. 


Ellie, Margaret and Maple have come to see you, and wish to know their options under external 
administration procedures as specified in the Corporations Act 2001, including the advantages 
and disadvantages of such a procedure. While Maple feels that it would be better to sell the 
business and invest in a different business, Ellie and Margaret wish to continue with FFS. They 
are keen to rebuild the business, they would like to negotiate with their creditors to restructure 
the company’s debts. 


Explain to Ellie, Margaret and Maple the options available to the shareholders and 


directors of FFS under external administration, setting out the advantages and 
disadvantages of such a procedure. 


30 Marks 
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